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L INTRODUCTION

Q. Please state your name, professional qualifications, and area of responsibility.

A. My name is Barbara Niehus. I am a Fellow of the Society of Actuaries and a
Member of the American Academy of Actuaries. I serve as a consulting actuary on various
issues arising in connection with life and health insurance.

Q. For how long have you been a consulting actuary?

A. I founded my firm, Niehus Actuarial Services, Inc. in February 2001, which is
when I began my consulting career.

Q. Prior to becoming a consulting actuary, what experience did you have with
respect to life and health insurance?

A. From 1994 until February 2001 I was employed by CNA of Chicago. I served as
Group Vice President and Senior Financial Officer of CNA’s Group Operations Division from
1997 to 2001, and from 1994 to 1997 as Senior Vice President with responsibilities for pricing,

product development, reserve reviews, and other actuarial and financial matters.
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From 1984 until 1994, I was employed in various capacities with Celtic Life Insurance
Company of Chicago, Illinois, serving as Executive Vice President with overall profit and
management responsibilities for its Small Group Division from 1988 to 1994. T was employed
by Allstate Insurance Companies of Northbrook, Illinois, from 1972 until 1984 in various
capacities involving the underwriting, pricing, reserve calculations, product development and
other matters for their group life, health and disability insurance products. I began my career as
an actuarial student for Montgomery Ward Life Insurance Company of Chicago, Illinois, where [

was employed from 1970 to 1972.

Q. What actuarial activities are you involved in outside of your consulting
responsibilities?
A. I have been an active member of the Society of Actuaries (SOA), and was elected

in 2006 to a three-year term on the Health Section Council. I have participated in the
development of the syllabus and study materials for students seeking to become members of the
SOA. I have also spoken at meetings, led seminars, and participated on the elections committee.
Over the years, I have participated on various industry committees, especially in relation to the
development of regulations affecting small group health insurance. Ihave also published articles
and spoken in other insurance-related forums.
Q. Have you qualified and been accepted as an expert on actuarial matters before?
A. I have served as an expert witness or expert consultant in over 15 matters and
have been accepted as an expert and testified both in federal court and in arbitration hearings.
I also testified as an expert at last year’s hearing in Rhode Island regarding the Blue Cross Class

DIR rates.
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Q. Please identify the document that has been marked as Attorney General Exhibit B

for identification?

A. It is a copy of my Curriculum Vitae.

Ms. Niehus is offered as an expert in the field of actuarial sciences.

IL. MATERIAL REVIEWED

Q. Ms. Niehus, did you review Exhibits 1-9 of the filing of Subscription Rates for
Class DIR submitted by Blue Cross Blue Shield of Rhode Island (“Blue Cross”) on
November 15, 2007, for rates to become effective April 1, 2008 (the “Filing™)?

A. Yes.

Q. Did you review any other materials that were used in your review and in reaching
your conclusions?

A. Yes. I reviewed all of the materials submitted by Blue Cross in response to the
Attorney General’s Data Requests submitted on November 28, 2007 (1* Set) and December 21,
2007 (2™ Set). I also reviewed the Class DIR rate filings submitted by Blue Cross on
November 20, 2006, HIC No. 06-RH-01 (2006 Class DIR Filing™) and October 28, 2005, HIC
No. 05-RH-02 (“2005 Class DIR Filing”) and related materials, including questions submitted by
the Attorney General and the Office of the Health Insurance Commissioner (“OHIC”), Blue
Cross’s responses to those questions, pre-filed testimony, and the OHIC’s final Orders and

Decisions in those proceedings.
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II1. FINDINGS - General

Q. Ms. Niehus, have you reached any conclusions to a reasonable degree of actuarial

certainty regarding the Filing that affect the amount of the rates requested by Blue Cross?

A Yes.
Q. Please state those conclusions.
A. I have determined that the rate increases requested in the Filing, in aggregate, are

too high. Blue Cross has requested rate increases of 15% for Pool I and 8% for Pool II. These

rates include inappropriate charges which, in aggregate, account for approximately 2.2% of

premium.
Q. Have you reached any other conclusions regarding the Filing?
A Yes.
Q. What are those conclusions?
A As discussed further in my prefiled direct testimony, I have identified a number of

areas that present opportunities for Blue Cross to better manage the Class DIR business to help

ensure its long-term viability.

Iv. FINDINGS — Rates are too high

Q. You stated that you believe the requested rate increases, in aggregate, are too
high. What is the basis for your conclusion?

A. I believe that Blue Cross’s calculation of required rates includes three adjustments
that are not appropriate. Those three adjustments are:

(1) a charge for contribution to reserves (including related tax liability) of 1.25%,

(2) a charge of 0.5% to fund Blue Cross’s new “core” system, and

(3) an increase of approximately 0.4% for the Health Wellness Benefit Plan (“HWBP”).
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Q. Let’s take those one at a time. Can you first discuss the charge for contribution to
reserves?

A. Yes. In its proposed rates, Blue Cross has included a charge for contribution to
reserves (including related tax liability) of 1.25%.

Q. What is meant by “reserves”?

A. Blue Cross must hold reserves, more commonly referred to as “surplus”, to
protect itself against extreme fluctuations in its business. Surplus is funded through “profits” on
premiums. Premium dollars not used to pay claims or cover other costs are contributed to
surplus (or “reserves” in the case of Blue Cross). All insurance companies, including Blue
Cross, are regulated by state insurance departments. One requirement of insurance regulators is
that the insurance company be financially strong enough to assure that all financial obligations
can be met, even when claims exceed expected levels. Therefore, a certain amount of surplus
must be held by the insurance company to meet the regulators’ test of adequacy. However, Class
DIR subscriber premiums are only a small percentage of Blue Cross’s total premiums, and the
contribution required to be made by Class DIR subscribers to Blue Cross’s surplus in any one
year needs to be balanced against the need to maintain affordable rates.

Q. Why is it inappropriate for Class DIR to cqntribute to Blue Cross’s reserves for
the rate year covered by the Filing?

A. In its decision last year regarding Blue Cross’s requested rate increase in the 2006
Class DIR Filing, the OHIC raised a number of reasons why it was not appropriate at that time to
charge Class DIR subscribers for a contribution to surplus (see HIC No. 06-RH-01,
Recommendation of the Hearing Officer, dated February 21, 2007, pp. 21-26). Among those

reasons were:
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(1) Direct Pay subscribers suffered substantial increases in both rates and cost-sharing
effective April 1, 2006. At the time, Blue Cross’s proposed changes were approved
with only minor modifications;

(2) Direct Pay subscribers are particularly vulnerable to the high costs of health care,
because there is no employer contribution or tax subsidy of premium;

(3) In 2006 Blue Cross realized record-level net income; and

(4) Blue Cross’s surplus was nearly at a level determined to be adequate.

Much of that logic applies again this year. In fact, through June 30, Blue Cross’s earnings for
2007 were even stronger than the comparable period in 2006 and its surplus exceeded $400
million.'

In addition, the Attorney General notes that Blue Cross recently agreed to pay a $20
million penalty in a plea bargain with the United States Attorney to avoid indictment of Blue
Cross in connection with the misconduct of certain Blue Cross officers and employees. This
penalty will be drawn from Blue Cross’s surplus. The surplus was funded through subscriber
premiums, or more specifically, that portion of premium referred to as “contribution to reserves”
which Blue Cross proposes adding to class DIR premiums. In light of this penalty, the Attorney
General recommends that no contribution to surplus be included in the proposed rates to become
effective April 1, 2008. There must be absolute certainty that Class DIR subscribers are not
being asked to assist in replenishing that lost surplus.

Q. Please explain your concerns regarding the 0.5% being added to Class DIR rates

for purposes of funding Blue Cross’s new core system.

! Per AM Best report dated 8/27/07.
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A. Blue Cross intends to develop a new “core system” to manage its business
processes. According to Mr. Boyd (see Exhibit 5, p. 19 of the Filing), the new core system will
replace the current claim system as well as over 70 other business systems. Blue Cross has
decided to add a charge equal to 0.5% of premium to fund a portion of the system cost. In Data
Request AG2-1, the Attorney General requested additional information regarding the
determination of the 0.5% charge, but no explanation or justification was provided in either the
Filing or Blue Cross’s response seeking additional information. In addition, we would expect
that, as the capitalized costs of the system are expensed over time, those expenses will be
reflected as amortization costs and will be part of the expenses included in premium rates to be
charged in future years. The Attorney General is concerned that Blue Cross plans to charge
subscribers both up front for the capitalized costs, and then a second time as the amortization of
expenses flow through. This is clearly inappropriate and unfair.

Q. You also mentioned an adjustment related to the HWBP. Please explain why it is
inappropriate to include this adjustment in the overall Class DIR rates.

A. Blue Cross’s rate increase includes an adjustment reflecting the fact that the
HealthMate Direct 2000 plan will become a HWBP. This adjustment is calculated in Schedule
18 of Exhibit 2 of the Filing, and has the effect of increasing required premium rates by
approximately 0.4%. The purpose of this increase is to fund Blue Cross’s costs related to
premium refunds to those subscribers meeting the HWBP’s premium-refund qualification
requirements. This adjustment is inappropriate for several reasons. First, Blue Cross has said
that the change has not yet been approved by the OHIC (Exhibit 4, p. 21 of the Filing), so no
adjustment should be made unless approval is obtained. Second, Blue Cross has added an

across-the-board charge to the required rates “on the assumption that twenty-five percent of the
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current HealthMate Direct 2000 enrollees will participate in the wellness reward program and
[the cost] is equally applied to the base rates for all benefit plans.” (Exhibit 4, p. 21 of the
Filing.) The only subscribers who will benefit from this change will be those who elected the
HealthMate Direct 2000 plan. It is unfair to charge the HWBP-associated costs to subscribers in
plans that will not benefit from the HWBP. Third, the underlying principle of the HWBP is that
it will lead to smarter health choices and thereby reduce medical costs. Blue Cross has factored
in its costs of proposed rewards in the form of premium refunds. However, Blue Cross has not
built in any assumed cost savings that might be generated by the program.

Q. Have you explained all the reasons why you believe the rate increase is too high?

A. The rate increase is too high for the reasons I have discussed. I also note that
Blue Cross’s rate increases include a new charge not built into previous premium rates. That
charge is equal to 1.1% of premium and is required in order to fund a state premium assessment,
in response to a new requirement enacted by the State effective January 1, 2008 (see Exhibit 4,
p. 14 of the Filing). Taking on this new assessment is a significant enough burden on Class DIR
subscribers, without also requiring them to pay the inappropriate charges proposed by Blue Cross
that I have just discussed.

Q. You have discussed three inappropriate charges included in Blue Cross’s
proposed rates, including the contribution to reserves, the charge for funding the new core
system and the adjustment for the HWBP. Have you reached an opinion, to a reasonable degree
of actuarial certainty, as to what rates are appropriate for the April 1, 2008 Billing Cycle if these
inappropriate charges are removed?

A. Yes.
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Q. What is that opinion?

A. Attachment AGBN-1 presents the Attorney General’s proposed rates, and also
displays the current rates as well as Blue Cross’s proposed rates. In every case, the Attorney
General’s proposed rates are lower than those proposed by Blue Cross. For Pool I subscribers,
the Attorney General proposes a 12.5% increase, as compared to Blue Cross’s proposed increase
of approximately 15%. For Pool II subscribers, the Attorney General proposes a 5.7% increase,
rather than the 8% increase proposed by Blue Cross.

Q. Please explain how you calculated those rates.

A. That calculation is presented in Attachment AGBN-2, which includes all of the
schedules from Exhibit 2 of the Filing that are affected by the Attorney General’s proposed

changes. That includes Schedules 6 through 10, 12 through 16, 18 through 23, and 50. Note that

in Attachment AGBN-2, numbers that are 1 represent my changes to input values on the
corresponding Blue Cross Filing Schedule, while numbers in bold type represent my revised
calculations based on my new inputs in those Filing Schedules. The removal of the reserve
contribution and the proposed funding for Blue Cross’s new core system is reflected in
Schedules 23 and 50 of Attachment AGBN-2. The removal of the WHBP adjustments required
changes to Schedules 18 and 19, as reflected in Attachment AGBN-2. Those adjustments then
carry through the other schedules in Attachment AGBN-2. .

In Schedule 21 of Attachment AGBN-2, I chose a Pool I experience-adjusted loss ratio
(column 5) of 1.0100, rather than Blue Cross’s chosen value of .9921. Blue Cross indicated that

it chose its value to “cap the Pool I rate increase at 15%” (see Exhibit 2, Schedule 21,

Footnote (E) of the Filing). I chose the value of 1.0100 using similar reasoning, capping the rate
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increase at 12.5% for subscribers in Pool I. Under this scenario, the Pool II loss ratio becomes

62.5%, which is somewhat higher than Blue Cross’s value of 61.4%.

Y. FINDINGS — Management Opportunities

Q. You stated earlier that you have identified a number of areas that present
opportunities for Blue Cross to better manage the Class DIR business to help assure its Jong-term
viability. Can you identify those opportunities?

A. Yes. After reviewing Blue Cross’s calculations and methodology, I noted certain
issues that, although not affecting this year’s recommendations, may become important in the
future.

Q. What is the first area of opportunity for Blue Cross to better manage the Class
DIR business you have identified?

A. The Rate Relativity Factors used by Blue Cross in the Filing were initially
introduced in the 2005 Class DIR Filing and were determined prior to the introduction of the new
plans. Blue Cross should review the appropriateness of these factors and consider updating
them.

Q. Let’s discuss your findings regarding the Rate Relativity Factors. First of all,
what are Rate Relativity Factors?

A. Rate Relativity Factors are designed in their most general sense to distribute the
claims costs by plan appropriately over a subscriber base, such as Class DIR. Thus, the actual
rates charged to subscribers are not based on true underlying claim costs; instead they are based
on a set of factors that are somewhat arbitrary, but reflect the actuary’s judgment regarding how

much of the true claim differences can be passed along in the calculation of premium rates.

10
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Q. How does Blue Cross use these Rate Relativity Factors in its Filing?

A. Blue Cross uses Rate Relativity Factors to set the relationship of rates between
each of the different plan designs. These factors can be found in Schedules 18 and 19 of
Exhibit 2 of the Filing. Blue Cross sets the premium for each of the plans in direct proportion to
the Rate Relativity Factor assigned to the plan. For example, the Rate Relativity Factor for
HealthMate Direct 400 is 0.861, while the Rate Relativity Factor for HealthMate for HSA 5000
is 0.436. The ratio of these two Rate Relativity Factors is 0.861 /0.436 = 1.975. This means
that Blue Cross will determine the premium rates so that any particular subscriber would pay a
premium rate for the HealthMate Direct 400 plan that will be 1.975 times the rate that same
subscriber would pay for the HealthMate for HSA 5000.2

Class DIR rates are set so that, in total, all subscribers as a Class are expected to pay their
fair share of related Blue Cross costs, including claims, administrative expenses and other costs.
However, like any other type of insurance, over any particular period of time, some subscribers
(those with more claims) will get a better “return” on their premium dollar than other subscribers
(those with fewer claims). Some subscribers with serious health problems will generate claims
that exceed their own premiums by hundreds of thousands of dollars. Those losses are funded by
premiums from subscribers who had small or no claims during that same time period.
Subscribers electing higher-deductible plans can see significant premium savings, but typically
these savings do not reflect the full value of the plan differences. This means that the pricing of
Class DIR products includes, by necessity, a variety of cross-subsidies.

It is clearly recognized in the Class DIR plans that Pool I subscribers (who have higher

expected claims costs than Pool II subscribers) are subsidized by Pool II subscribers (who have

2 The Rate Relativity Factors apply to all components of premium except for the Solid Organ Transplant
and Bone Marrow Transplant premium (see, e.g., Exhibit 2, Schedule 12 of the Filing).

11




10

11

12

13

14

15

16

17

18

19

20

lower expected claims costs than Pool I subscribers and are healthy enough to pass medical
underwriting to obtain the preferred rates of Pool II).

Q. Are there any other subsidies among Class DIR subscribers?

A. Yes. Another subsidy occurring among Class DIR subscribers is that the more-
expensive, lower-deductible plans are subsidized by the less expensive, higher deductible plans.
This is typical for health insurance pricing. However, for the Class DIR program to remain
viable over time, all subsidies among Class DIR subscribers need to be managed and understood.

As shown in Attachment AGBN-3, based on Blue Cross’s proposed rates, the ratio of
projected claims to required monthly base rate (the “loss ratio>) varies significantly among
plans. This is due to the fact that the Rate Relativity Factors used in the Filing do not reflect the
underlying plan costs. The subscribers enrolled in the HealthMate Direct 400 plan are
subsidized by subscribers in the higher deductible plans.

Another subsidy that typically exists in health insurance premium rates is the subsidy of
older subscribers by younger subscribers. In my review of the Filing, I did not study the nature
of those subsidies, but it is likely that such subsidies exist in Pool II. This is another area that
Blue Cross may wish to study further in the future to manage this business more effectively.

Q. How were Blue Cross’s current Rate Relativity Factors determined for the Filing?

A. The current Rate Relativity Factors were determined as part of Blue Cross’s 2005
Class DIR Filing (see 2005 Class DIR Filing, Exhibit 1, pp. 50-51, and Exhibit 3, Schedule 27).

The Rate Relativity Factors used in the 2005 Class DIR Filing are identical to those used in both

® The term “loss ratio” means the amount of the premium dollar that pays claims costs. Historically, Pool
I has had the highest morbidity and incurred the greatest claims costs, relative to Pool II. As filed, Pool 1
subscribers have a loss ratio of 99.2%, which means that for every premium dollar it collects, Blue Cross
pays out $99.20 in claims, plus expenses and other costs of about another $13, all of which ends up being
subsidized by the Pool II subscribers, who have a loss ratio as filed of only 61.4%.

12
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the 2006 Class DIR Filing and the current Filing. These factors were chosen by Blue Cross with
the anticipation that the higher-deductible plans would subsidize the lower-deductible plans.*

Q. Should the Rate Relativity Factors be changed to reflect the true underlying plan
costs?

A. No. These types of subsidies are important to the long-term viability of the Class
DIR products; however, the level of subsidy needs to be regularly reviewed and adjusted as
appropriate. If subscribers in each of the plans were required to pay premiums in proportion to
their actual expected claims, then the required Blue Cross rate increases for different Class DIR
plans could vary dramatically. In Attachment AGBN-4, I have illustrated the potential impact on
rate increases, assuming there are no changes from Blue Cross’s proposal in the Filing other than
to reflect actual relative plan costs. For example, Attachment AGBN-4 shows that if each plan’s
premium rates were based on underlying costs, then effective April 1, 2008, HealthMate Direct
400 rates for Pool I would need to increase by nearly 33%, while HealthMate for HSA 5000 rates
for Pool II could be decreased by as much as 81%. These types of changes would be very
disruptive and would create a large burden on many Class DIR subscribers, especially in light of
the fact that almost one-half of Class DIR subscribers are enrolled in the HealthMate Direct 400
plan.

Typically, a subscriber’s choice of plan reflects some self-selection, with healthier
subscribers choosing higher deductibles, which is one reason why higher-deductible plans
generally show lower loss ratios. If the rates charged to each group of subscribers in Class DIR
were to reflect each plan’s true claims costs, premium costs would be unaffordable for those

subscribers who historically generate the higher claims costs, and those subscribers could not

* Per Ronald Harris’s testimony, the Rate Relativity Factors were calculated so that “anticipated
differences among products is dampened or only partially reflected.” (See the 2005 Class DIR Filing,
Exhibit 1, p. 50.)
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otherwise sustain their plan if rated alone based entirely on their claims costs. To keep rates
affordable for all and preserve the viability of Class DIR, today’s healthy subscribers who also
generate lesser levels of claims costs must provide the subsidy. This practice serves the
important purpose of keeping the plans affordable, in order to make them an attractive option to
current subscribers and, hopefully, to attract new subscribers.

Q. Have you conducted any studies to measure the effect of changing the Rate
Relativity Factors?

A. Yes, I determined how premium rates would be impacted if the Rate Relativity
Factors for the HealthMate Direct 400 plan were increased slightly (2.5 percent increase), and
the HealthMate for HSA 5000 plan were decreased slightly (2.5 percent decrease).

Q. Why do you think this could be a viable possible alternative to the Attorney
General’s proposed rates shown in Attachment AGBN-1?

A. From a practical perspective, with the exception of the HealthMate Direct 400
plan, it would dampen the rate increase, making the rates more affordable for those plans. From
a strategic perspective, in order the manage the viability of the Class DIR business over the long

term, the deductibles and out-of-pocket limits must increase over time to keep up with cost

‘inflation, so it is beneficial to make the higher-deductible plans more affordable. Even after fine-

tuning the Rate Relativity Factors in this manner, there would continue to be substantial
subsidies of the HealthMate Direct 400 plan by the higher-deductible plans.

Q. What would happen to the rates under this alternative scenario?

A. The resulting premium rates and required rate increases are shown in Attachment
AGBN-5. In every case, the resulting rates under this alternative scenario would be lower than

those proposed by Blue Cross in the Filing. For HealthMate Direct 400 subscribers in Pool I, the

14
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resulting rates would be 14.3% higher than current rates, as compared to Blue Cross’s proposed
increase of approximately 15% over current rates. For HealthMate Direct 400 subscribers in
Pool II, the resulting rates would be 5.7% higher than current rates, as compared to Blue Cross’s
proposed increase of approximately 8% over current rates. HealthMate for HSA 5000
subscribers would see the biggest benefit from this alternative scenario. Pool I subscribers
would receive an increase of 8.6%, rather than the 15% increase proposed by Blue Cross, and
Pool II subscribers would receive an increase of approximately 0.7% rather than Blue Cross’s
proposed increase of 8%.

Q. How did you calculate the alternative rates shown in Attachment AGBN-5?

A. The calculations are presented in Attachment AGBN-6. This Attachment is
similar to Attachment AGBN-2, described in Section IV above, and includes all of the
adjustments described for Attachment AGBN-2. In addition to the changes already reflected in
Attachment AGBN-2, I have also adjusted the Rate Relativity Factors in Schedules 18 and 19 of
Attachment AGBN-6. Those changes flow through the other Schedules in Attachment AGBN-6
to complete the rate calculations.

Q. What loss ratio for Pool I did you use to calculate this alternative scenario?

A. In Schedule 2‘1 of Attachment AGBN-6, I chose a Pool I loss ratio of 100.5%,
which results in a Pool II loss ratio of 63.2%. This was done so that the resulting rates for Pool 11
subscribers electing the HealthMate Direct 400 plan would be approximately the same as the
Attorney General’s proposed rates shown in Attachment AGBN-1. Under this alternative
scenario, the Pool II subscribers would obtain a somewhat better value for their premium dollar,
because the 63.2% loss ratio is higher than both the 61.4% loss ratio selected by Blue Cross and

the 62.5% loss ratio underlying the Attorney General’s proposed rates in Attachment AGBN-1.

15
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Q. In addition to studying the Rate Relativity Factors, what is the next area you have
identified that presents an opportunity for Blue Cross to better manage the Class DIR business to
help assure its long-term viability?

A. The next area I have identified is related to plan design.

Q. Please explain.

A. In 2005, Blue Cross introduced a new portfolio of Class DIR products and
required all Class DIR subscribers to choose a new plan. This created disruption for the Class
DIR subscribers and a high degree of uncertainty in determination of rates for this class of
subscribers, because Blue Cross had to estimate not only the proper claim costs associated with
each plan, but also the likelihood of subscribers to elect a particular plan. Plan design changes
are likely to occur in the future, because deductibles and out-of-pocket limits will decrease in
“real value” as inflation impacts both medical costs and general consumer prices. Rather than
implementing major overhauls to the portfolio from time to time, as part of its annual review of
Class DIR business, Blue Cross should consider incremental plan design changes.

In managing the business, Blue Cross has a variety of tools available to it to help manage
the long-term viability of its Class DIR plans. Two of those tools that have already been
discussed include managing the relativities of rates across pools and managing the relativity of
rates across different plan designs. True cost reductions (for example, expense reductions or
successful affordability initiatives) are another important tool. Managing plan design features
should be viewed as one additional tool that needs to be considered in Blue Cross’s annual
review of its Class DIR business.

Q. Are there any examples of the types of things Blue Cross could do to manage the

plan design more gradually and effectively for this Class of business?

16




10

11

12

13

14

15

16

17

18

19

20

21

22

A. Yes, one example would be for Blue Cross to modify its HealthMate Direct 400
plan to increase the deductible from $400 to $500, increase the in-network coinsurance from
10% to 15%, and reduce the out of pocket maximum from $2500 to $2250. These are less
expansive changes to just one of the available plans that I estimate would save 3% to 5% of
claim costs for subscribers enrolled in that plan. I also note that for subscribers with large
claims, this alternative plan design would actually produce lower out-of-pocket costs, along with
lower premium rates.

Q. What is the next area of opportunity for Blue Cross to better manage the Class
DIR business you have identified?

A. The next area of opportunity I have identified relates to the ability of Blue Cross
to protect the Class DIR business from the impact of unusually high catastrophic claims.

Q. Please explain.

A. Typically, health insurers use either a pooling or reinsurance arrangement to
smooth the impact of large claims in setting premium rates. These claims occur rarely, but when
they do occur, they can distort the review of historical claim costs. For example, if there were
one Class DIR claim in the amount of $1 million dollars, that one claim could have a significant
impact on the rate increase (as much as 2%), especially since Blue Cross sets its rates looking at
a single 12-month experience period.

Q. What level of pooling do you believe would be appropriate?

A. Based on my review, I believe a pooling level of $200,000 - $250,000 would be

appropriate for Class DIR.
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Q. Please explain how this pooling concept would work relating to Class DIR?

A. In accordance with this pooling concept, in its review of claim experience, Blue
Cross would not include any claim payments in excess of the pooling level, say $200,000, for
any one person, but would instead add a charge equal to the expected cost of claims in excess of
$200,000 based on all of Blue Cross’s business.

Q. Is this an issue in this Filing?

A. No. Although I do not see this issue as a problem in the current Filing, I
encourage Blue Cross to keep this suggestion in mind for future years.

Q. What is the next area of opportunity you have identified for Blue Cross to better
manage the Class DIR business?

A. The next area of opportunity I have identified relates to the “Affordability
Initiatives” Blue Cross has established.

Q. Please explain.

A. Blue Cross set forth numerous Affordability Initiatives in a Report that it
submitted to OHIC on April 21, 2006 (“2006 Affordability Report”). When the 2006
Affordability Report was initially released, the Attorney General expressed significant concerns
regarding these proposed initiatives, particularly raising concerns that there was no
accountability for any expenditures Blue Cross made to implement these initiatives, no targets
for determining whether the initiative has been achieved, and no triggers to cease unsuccessful
initiatives. In the opinion of the Attorney General, Blue Cross has done a poor job of monitoring
and measuring its “Affordability Initiatives.” The Attorney General expressed these concerns

last year and offered four recommendations in connection with the 2006 Class DIR Filing.
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Q. What were the Attorney General’s recommendations?

A. First, the Attorney General recommended that Blue Cross should be required to
prioritize the most important affordability initiatives (perhaps the top 5, for example), and put
reporting and controls in place to assure that target savings are established and met. Second,
Blue Cross should have a defined process in place for identifying possible new affordability
initiatives, making sure they are investigated and implemented, when appropriate, with targets
and measurements in place to ensure that each affordability initiative is properly managed.
Third, there needs to be a defined process in place for deleting ineffective affordability initiatives
from the list. Fourth, it would be useful for Blue Cross to select certain affordability initiatives
for audit in order to obtain an independent evaluation of their effectiveness and further
opportunities for improvement. These recommendations are still appropriate, and based on Blue
Cross’s submission this year, it appears they have made some progress, but still need to do more.

Q. Regarding your first recommendation, what opinions do you have with respect to
Blue Cross’s prioritization of its Affordability Initiatives?

A. In its 2007 Annual Affordability Report (“2007 Affordability Report™), Blue
Cross made an effort to prioritize the affordability initiatives, as summarized in Appendix C to
that Report. There were eight Affordability Initiatives classified as Priority 1 in the 2007
Affordability Report. This seems to be a large number of top priorities to be managing
simultaneously, and Blue Cross has not made clear why it has chosen these initiatives to be
Priority 1 (“Major corporate project with high level of financial commitment”). The 2007
Affordability Report provides a description of each of those initiatives; however, there are no

quantified targets or measures associated with those initiatives.
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Are there any specific examples to which you can direct the Hearing Officers?
Yes. One example relates to the Specialty Pharmacy Program.

Please explain.

> o RO

This initiative is problematic in that there is no identification of what percentage
of pharmacy expenses, or what percentage of total claim expenses, fall into this category, or what
percentage of savings might be reasonable to expect. Blue Cross does not even identify how
many subscribers it believes would be impacted by this initiative.

Q. Why is this type of information important?

A. This type of information would help to evaluate the impact of this initiative. Blue
Cross should have reasonable and measurable criteria for determining priorities of its
Affordability Initiatives. For example, high-priority initiatives should be those that are expected
to have either a significant dollar impact or a meaningful impact on a large number of
subscribers.

Q. Do you have any further opinions regarding Blue Cross’s Affordability Initiatives?

A Yes.
Q. What are they?
A From my review of Blue Cross’s recent affordability reports, it appears that Blue
Cross has identified some new affordability initiatives to add to the list, as well as certain old
initiatives that should be removed from the list. The Attorney General again encourages Blue
Cross to establish quantified targets and measurements for each Affordability Initiative to assure

that it is properly managed.
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Q. Why?

A. Blue Cross’s failure to focus on the effectiveness of its Affordability Initiatives is
reflected in the fact that Blue Cross continues to report savings on many of its Affordability
Initiatives without netting out the corresponding expenses (see Blue Cross’s responses to Data
Requests AG 1-30, 31, 33, and 34). Clearly, to measure the true value of its Affordability
Initiatives, Blue Cross should be required to focus on managing the net savings to understand the
true value of these programs and to cease those programs that have no value to the subscribers
who are being forced to pay their costs. It is unreasonable and unfair for Blue Cross to continue
to ask its subscribers to pay for the costs of Blue Cross’s affordability “ideas™ and “concepts”,
without any level of accountability for, or measurement of, their success, or means to cease
continuing with unsuccessful initiatives. By putting these types of mechanisms into place, the
process of identifying new initiatives and deleting old initiatives can become more rigorous and
efficient.

Q. In connection with last year’s 2006 Class DIR Filing, did you recommend that

some type of audit be conducted regarding Blue Cross’s affordability initiatives?

A. Yes.

Q. Do you have any recommendations regarding this point relating to the current
Filing?

A. As a means of accountability to its Class DIR subscribers, I again recommend that

Blue Cross be required to conduct an independent audit of selected Affordability Initiatives

and/or ongoing business practices resulting from these Initiatives.
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Q.
A.

Please explain.

For one example, Blue Cross’s Case Management efforts cost more to administer

than Blue Cross is able to recover in claim savings (see Blue Cross’s response to Data Request

AG 1-34). An independent audit of those services and other related services might surface some

alternatives to either increase savings or scale back the program.

Q.

In the course of your review of the Filing, did you also review the progress of the

Premium Assistance Program?

A.
Q.
A.
Q.

A.

Yes.

Do you have any opinions regarding this Program?
Yes.

What are they?

I note that the Premium Assistance Program has grown and appears to be a very

meaningful and successful effort. The Attorney General encourages Blue Cross to continue its

efforts in this regard. In his pre-filed testimony (see Exhibit 5, p. 38 of the Filing), Mr. Boyd

indicates that Blue Cross plans to relaunch the program under the name of “AccessBlue” to

avoid the negative connotations associated with the term “Assistance”. This appears to be a very

good approach.

However, I note that the chart on page 40 of Mr. Boyd’s testimony (Exhibit 5 of the

Filing), which summarizes Blue Cross’s Corporate Social Mission Spending for 2006, is

misleading.
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Q. Please explain.

A. Although this chart reflects Blue Cross’s total commitment of $9,000,000 to the

Premium Assistance Program, it is also misleading because Blue Cross has reported that

far less than that amount was actually spent in 2006 (or, for that matter, to date).

Q. Do you have any other comments regarding Blue Cross’s reported spending for
Corporate Social Missions?

A. Yes.

Q. What are they?

A. In the chart on page 40 of Mr. Boyd’s testimony (Exhibit 5 of the Filing), Blue
Cross also reports an expenditure of approximately $1.4 million for “Electronic Health Records
and HER-RIL.” Even if this organization is a not-for-profit entity, it may eventually generate a
revenue stream. In this eventuality, it would seem that Blue Cross should be required to arrange
for some repayment of its investment when that revenue stream becomes adequate. It would be
inappropriate for Blue Cross to expend money funded by subscribers’ premium dollars without

taking all reasonable steps to provide for repayment of this “investment.”

VI. CONCLUSIONS

Q. Ms. Niehus, is it your opinion, to a reasonable degree of actuarial certainty, that
the alternative rates proposed by the Attorney General as shown in Attachment AGBN-1 are
within the proper conduct of the business of Blue Cross and in the interests of the public?

A. Yes.

Q. Is it also your opinion, to a reasonable degree of actuarial certainty, that the rates
you developed for the alternative scenario shown in Attachment AGBN-6 would also be within

the proper conduct of the business of Blue Cross and in the interests of the public?

23




A. Yes.

Q. Ms. Niehus, are all of the opinions you have expressed in your prefiled testimony

and attached schedules made to a reasonable degree of actuarial certainty?

A. Yes.
Q. Does this conclude your testimony at this time?
A. Yes.
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AGBN-2
Schedule 10

Blue Cross & Blue Shield Of Rhode Island
Class DIR Basic Rate (Pool I)

Calculation of Rate Tier Normalization Factor

(D @) 3) (4) ) (6)

Base Period Contract Months
HealthMate HealthMate HealthMate HealthMate

Rate Direct Direct for HSA for HSA
Rate Tier Factor 400 2000 3000 5000 Total
(A)

1. Individual: Under 65 0.784 21,441 7,683 11,373 3,123
2. Family: Under 65 1.477 8,324 3,478 4,328 919
3. Individual: 65 and Over 1.233 565 36 125 54
4. Family: 65 and Over 2.327 136 0 0 0
5. Total 30,466 11,197 15,826 4,096 61,585
6 Rate Relativity Factor (B) 0.861 0.646 0.553 0.436

7. Rate Tier and Rate Relativity
Adjusted Contract Months (C) 25,931 7,238 8,551 1,688 43,408

8. Rate Relativity Adjusted
Contract Months (D) 26,231 7,233 8,752 1,786 44,002

9. Rate Tier Normalization Factor (E) 0.9865

(A) Factors are unchanged from the previous Direct Pay rate filing.

(B) Per Schedule 18, Column 3.

(C) The sum of the products of Column 1 and Columns 2 through 5 times the Rate Relativity Factor (Line 6)
for each respective insurance product.

(D) Line 5 times Line 6.

(E) Line 7 divided by Line 8.

1/10/2008




AGBN-2
Schedule 12

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool II)
Calculation of HealthMate Direct 400 Required Monthly Subscription Rates
for April 1, 2008 Billing Cycle

@) Required Monthly Base Rate $409.66 (A)
(i) Rate Tier Normalization Factor 1.0170 (B)
(i) Normalized Required Monthly Base Rate $402.81 (C)
@ @) ©)) @ %) (6)
Individual Family
Male Female Male/Female
Required Required Required
Monthly Monthly Monthly
Age Rate  Subscription Rate  Subscription Rate  Subscription
Category Factor Rate Factor Rate Factor Rate
D) E) D) ) D) (&)
Under 25 0.462 $189.48 0.646 $263.60 1.548 $634.75
25-29 0.511 $209.22 0.732 $298.24 1.734 $709.67
30-34 0.582 $237.82 0.870 $353.82 1.839 $751.97
35-39 0.666 $271.65 0.863 $351.01 1.941 $793.05
40-44 0.712 $290.18 0.944 $383.63 1.984 $810.38
45-49 0.861 $350.20 1.046 $424.72 2.091 $853.48
50-54 1.091 $442.85 1.222 $495.61 2.329 $949.34
55-59 1.398 $566.51 1.395 $565.30 2.607 $1,061.33
60-64 1.495 $605.58 1.495 $605.58 2.833 $1,152.36
65+ $1,051.41 (H) $1,051.41 (H) $1,989.10 (H)

(A) Per Schedule 19, Column 8 for HealthMate Direct 400.

(B) Factor to adjust monthly base rates to reflect enrollment distribution by age, gender, contract type, and product.
Factor is developed in Schedule 16, Line 32.

(C) Item (i) divided by Item (ii).

(D) Factor to convert normalized required monthly base rate to required monthly subscription rates for each
age/gender and individual/family rating category. Factors are unchanged from the previous Direct Pay rate
filing.

(E) Item (iii) times Column 1 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(F) Item (iii) times Column 3 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(G) Item (iii) times Column 5 plus family Solid Organ Transplant rate ($3.82 per Schedule 50, Column 2)
plus family Bone Marrow Transplant rate ($7.38 per Schedule 50, Column 4).

(H) Preferred (Pool II) rate for Ages 65 and over equal to Required Basic (Pool I) rate for same age category.
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AGBN-2
Schedule 13

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool 1I)
Calculation of HealthMate Direct 2000 Required Monthly Subscription Rates
for April 1, 2008 Billing Cycle

(i) Required Monthly Base Rate $307.36 (A)
(ii) Rate Tier Normalization Factor 1.0170 (B)
(iii) Normalized Required Monthly Base Rate $302.22 (C)
1 @ &) 4 ) (6)
Individual Family
Male Female Male/Female
Required Required Required
Monthly Monthly Monthly
Age Rate  Subscription Rate  Subscription Rate  Subscription
Category Factor Rate Factor Rate Factor Rate
) E) ) ) (D) G)
Under 25 0.462 $143.01 0.646 $198.61 1.548 $479.04
25-29 0.511 $157.81 0.732 $224.61 1.734 $535.25
30-34 0.582 $179.27 0.870 $266.31 1.839 $566.98
35-39 0.666 $204.66 0.863 $264.20 1.941 $597.81
40-44 0.712 $218.56 0.944 $288.68 1.984 $610.80
45-49 0.861 $263.59 1.046 $319.50 2.091 $643.14
50-54 1.091 $333.10 1.222 $372.69 2.329 $715.07
55-59 1.398 $425.88 1.395 $424.98 2.607 $799.09
60-64 1.495 $455.20 1.495 $455.20 2.833 $867.39
65+ $789.71 (H) $789.71 (H) $1,495.22 (H)

(A) Per Schedule 19, Column 8 for HealthMate Direct 2000.

(B) Factor to adjust monthly base rates to reflect enrollment distribution by age, gender, contract type, and product.
Factor is developed in Schedule 16, Line 32.

(C) Item (i) divided by Item (ii).

(D) Factor to convert normalized required monthly base rate to required monthly subscription rates for each
age/gender and individual/family rating category. Factors are unchanged from the previous Direct Pay rate
filing.

(E) Item (iii) times Column 1 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(F) Item (iii) times Column 3 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(G) Item (iii) times Column 5 plus family Solid Organ Transplant rate ($3.82 per Schedule 50, Column 2)
plus family Bone Marrow Transplant rate ($7.38 per Schedule 50, Column 4).

(H) Preferred (Pool II) rate for Ages 65 and over equal to Required Basic (Pool I) rate for same age category.
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AGBN-2
Schedule 14

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool IT)
Calculation of HealthMate for HSA 3000 Required Monthly Subscription Rates
for April 1, 2008 Billing Cycle

) Required Monthly Base Rate $263.11 (A)

(ii) Rate Tier Normalization Factor 1.0170 (B)

(iii) Normalized Required Monthly Base Rate $258.71 (C)

ey @) 3 4) 6)) (6)
Individual Family
Male Female Male/Female
Required Required Required
Monthly Monthly Monthly
Age Rate  Subscription Rate  Subscription Rate  Subscription
Category Factor Rate Factor Rate Factor Rate
D) E) D) ) ) (G)

Under 25 0.462 $122.90 0.646 $170.51 1.548 $411.68

25-29 0.511 $135.58 0.732 $192.76 1.734 $459.80

30-34 0.582 $153.95 0.870 $228.46 1.839 $486.97

35-39 0.666 $175.68 0.863 $226.65 1.941 $513.36

40-44 0.712 $187.58 0.944 $247.60 1.984 $524.48

45-49 0.861 $226.13 1.046 $273.99 2.091 $552.16

50-54 1.091 $285.63 1.222 $319.52 2.329 $613.74

55-59 1.398 $365.06 1.395 $364.28 2.607 $685.66

60-64 1.495 $390.15 1.495 $390.15 2.833 $744.13

65+ $676.51 (H) $676.51 (H) $1,281.58 (H)

(A) Per Schedule 19, Column 8 for HealthMate for HSA 3000.

(B) Factor to adjust monthly base rates to reflect enrollment distribution by age, gender, contract type, and product.
Factor is developed in Schedule 16, Line 32.

(C) Item (i) divided by Item (ii).

(D) Factor to convert normalized required monthly base rate to required monthly subscription rates for each
age/gender and individual/family rating category. Factors are unchanged from the previous Direct Pay rate
filing.

(E) Item (iii) times Column 1 plus individual Solid Organ Transplant rate (§1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(F) Item (iii) times Column 3 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(G) Item (iii) times Column 5 plus family Solid Organ Transplant rate ($3.82 per Schedule 50, Column 2)
plus family Bone Marrow Transplant rate ($7.38 per Schedule 50, Column 4).

(H) Preferred (Pool II) rate for Ages 65 and over equal to Required Basic (Pool I) rate for same age category.
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AGBN-2
Schedule 15

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool II)
Calculation of HealthMate for HSA 5000 Required Monthly Subscription Rates
for April 1, 2008 Billing Cycle

) Required Monthly Base Rate $207.45 (A)

(i) Rate Tier Normalization Factor 1.0170 (B)

(iii) Normalized Required Monthly Base Rate $203.98 (C)

ey @) 3 @ &) (6)
Individual Family
Male Female Male/Female
- Required Required Required
Monthly Monthly Monthly
Age Rate  Subscription Rate  Subscription Rate  Subscription
Category Factor Rate Factor Rate Factor Rate
D) E) D) ) D) G)

Under 25 0.462 $97.62 0.646 $135.15 1.548 $326.96

25-29 0.511 $107.61 0.732 $152.69 1.734 $364.90

30-34 0.582 $122.10 0.870 $180.84 1.839 $386.32

35-39 0.666 $139.23 0.863 $179.41 1.941 $407.13

40-44 0.712 $148.61 0.944 $195.94 1.984 $415.90

45-49 0.861 $179.01 1.046 $216.74 2.091 $437.72

50-54 1.091 $225.92 1.222 $252.64 2.329 $486.27

55-59 1.398 $288.54 1.395 $287.93 2.607 $542.98

60-64 1.495 $308.33 1.495 $308.33 2.833 $589.08

65+ $534.09 (H) $534.09 (H) $1,012.79 (H)

(A) Per Schedule 19, Column 8 for HealthMate for HSA 5000.

(B) Factor to adjust monthly base rates to reflect enrollment distribution by age, gender, contract type, and product.
Factor is developed in Schedule 16, Line 32.

(C) Item (i) divided by Item (ii).

(D) Factor to convert normalized required monthly base rate to required monthly subscription rates for each
age/gender and individual/family rating category. Factors are unchanged from the previous Direct Pay rate
filing.

(E) Item (iii) times Column 1 plus individual Solid Organ Transplant rate ($§1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(F) Item (iii) times Column 3 plus individual Solid Organ Transplant rate (51.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(G) Item (iii) times Column 5 plus family Solid Organ Transplant rate ($3.82 per Schedule 50, Column 2)
plus family Bone Marrow Transplant rate (87.38 per Schedule 50, Column 4).

(H) Preferred (Pool II) rate for Ages 65 and over equal to Required Basic (Pool I) rate for same age category.
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AGBN-2
Schedule 16

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool II)

Calculation of Rate Tier Normalization Factor

()] ) 3) @ (5) (6)
Base Period Contract Months
Rate HealthMate  HealthMate HealthMate  HealthMate
Factor Direct Direct for HSA for HSA
Rate Tier A) 400 2000 3000 5000 Total
1. Individual Male: Under 25 0.462 3,275 1,082 2,151 240
2. Individual Male: 25-29 0.511 2,755 637 1,777 217
3. Individual Male: 30-34 0.582 1,248 269 609 112
4. Individual Male: 35-39 0.666 1,346 228 629 92
5. Individual Male: 40-44 0.712 1,365 304 587 129
6. Individual Male: 45-49 0.861 1,233 266 762 258
7. Individual Male: 50-54 1.091 998 325 633 305
8. Individual Male: 55-59 1.398 564 269 484 287
9. Individual Male: 60-64 1.495 454 105 219 113
10. Individual Female: Under 25 0.646 1,881 1,039 1,410 201
11. Individual Female: 25-29 0.732 1,601 745 1,013 274
12. Individual Female: 30-34 0.870 742 290 367 108
13. Individual Female: 35-39 0.863 671 311 429 154
14. Individual Female: 40-44 0.944 789 272 550 151
15. Individual Female: 45-49 1.046 779 201 675 158
16. Individual Female: 50-54 1.222 715 321 570 195
17. Individual Female: 55-59 1.395 750 259 527 243
18. Individual Female: 60-64 1.495 775 219 715 219
19. Family: Under 25 1.548 33 10 8 8
20. Family: 25-29 1.734 176 35 79 15
21. Family: 30-34 1.839 434 196 167 29
22. Family: 35-39 1.941 868 381 281 56
23. Family: 40-44 1.984 891 397 403 113
24. Family: 45-49 2.091 736 325 542 183
25. Family: 50-54 2.329 604 231 349 79
26. Family: 55-59 2.607 277 90 315 127
27. Family: 60-64 2.833 194 96 30 35
28. Total 26,154 8,903 16,331 4,101 55,489
29. Rate Relativity Factor (B) 0.861 0.646 0.553 0.436
30. Rate Tier and Rate Relativity
Adjusted Contract Months (C) 22,565 6,098 9,018 2,074 39,755
31. Rate Relativity Adjusted
Contract Months (D) 22,519 5,751 9,031 1,788 39,089
32. Rate Tier Normalization Factor (E) 1.0170

(A) Factors are unchanged from the previous Direct Pay rate filing.

(B) Per Schedule 19, Column 3.

(C) The sum of the products of Column 1 and Columns 2 through 5 times the Rate Relativity Factor (Line 29) for each respective
insurance product.

(D) Line 28 times Line 29.

(E) Line 30 divided by Line 31.
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AGBN-2
Schedule 50

Blue Cross and Blue Shield of Rhode Island
Class DIR Basic Rate (Pool I) and Preferred Rate (Pool II)

Organ Transplant
Calculation of Required Monthly Subscription Rates

M @) €)) “4
Solid Organ Transplant Bone Marrow Transplant
Individual Family Individual Family
1. Calendar 2008 at 90% Reinsurance Capitation $1.0200 $3.3200 $1.9200 $6.4200
per Contract Month (A)
2. Calendar Year 2008 at 10% for Blue Cross $0.1133 $0.3689 $0.2133 $0.7133
Incurred Claims Expense per Contract Month (B)
3. Total Calendar Year 2008 Capitation / Incurred $1.1333 $3.6889 $2.1333 $7.1333
Claims Expense per Contract Month (C)
4. Composite Projection Factor 1.0250 (H) 1.0250 (H) 1.0250 (I) 1.0250 (I)
5. Rate Period Capitation / Incurred Claims $1.1616 $3.7811 $2.1866 $7.3116
Expense per Contract Month (D)
6. Investment Income Credit per Contract Month (E) ($0.0023) ($0.0076) ($0.0044)  ($0.0146)

7. Reserve Contribution / Federal Tax Liability / State Premium Tax
Assessment/ New System Component per Contract Month (F)

8. Required Monthly Subscription $1.17 $3.82 $2.21 $7.38
Income per Contract Month (G)

(A) From BCS Insurance Company.

(B) Estimated Blue Cross incurred claims expense per contract month: (Line 1 divided by 0.90) minus Line 1.
(C) Line 1 plus Line 2.

(D) Line 3 times Line 4.

(E) Reduction of required subscription income per contract month due to anticipated return on invested funds.
Assumed to be 0.20% of rate period capitation/incurred claims expense (Line 5 times -0. 0020).

f\ % ‘state premlum tax assessmenh,\((Lme 3 plus‘, ;'6)’ divided by 0. 989) mmus (Lme 5 plus Lme 6).
(G) Sum of Lines 5 through 7, rounded to the nearest cent.

(H) Per Schedule 51, Column 2.

(I) Per Schedule 51, Column 3.

1/9/2008
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AGBN-6
Schedule 10

Blue Cross & Blue Shield Of Rhode Island
Class DIR Basic Rate (Pool I)

Calculation of Rate Tier Normalization Factor

(D 2 ©) (4) ) (6)

Base Period Contract Months
HealthMate HealthMate HealthMate HealthMate

Rate Direct Direct for HSA for HSA
Rate Tier Factor 400 2000 3000 5000 Total
(A)

1. Individual: Under 65 0.784 21,441 7,683 11,373 3,123
2. Family: Under 65 1.477 8,324 3,478 4,328 919
3. Individual: 65 and Over 1.233 565 36 125 54
4. Family: 65 and Over 2.327 136 0 0 0
5. Total 30,466 11,197 15,826 4,096 61,585
6 Rate Relativity Factor (B) oo e o s

7. Rate Tier and Rate Relativity
Adjusted Contract Months (C) 26,594 7,238 8,551 1,646 44,029

8. Rate Relativity Adjusted
Contract Months (D) 26,901 7,233 8,752 1,741 44,627

9. Rate Tier Normalization Factor (E) 0.9866

(A) Factors are unchanged from the previous Direct Pay rate filing.

(B) Per Schedule 18, Column 3.

(C) The sum of the products of Column 1 and Columns 2 through 5 times the Rate Relativity Factor (Line 6)
for each respective insurance product.

(D) Line 5 times Line 6.

(E) Line 7 divided by Line 8.
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AGBN-6
Schedule 12

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool II)
Calculation of HealthMate Direct 400 Required Monthly Subscription Rates
for April 1,2008 Billing Cycle

@) Required Monthly Base Rate $409.72 (A)

(i) Rate Tier Normalization Factor 1.0166 (B)

(iii) Normalized Required Monthly Base Rate $403.03 (C)

L)) @ &) “4 C)) (6
Individual Family
Male Female Male/Female
Required Required Required
Monthly Monthly Monthly
Age Rate  Subscription Rate  Subscription Rate  Subscription
Category Factor Rate Factor Rate Factor Rate
®) E) D) ) D) (&)

Under 25 0.462 $189.58 0.646 $263.74 1.548 $635.09

25-29 0.511 $209.33 0.732 $298.40 1.734 $710.05

30-34 0.582 $237.94 0.870 $354.02 1.839 $752.37

35-39 0.666 $271.80 0.863 $351.19 1.941 $793.48

40-44 0.712 $290.34 0.944 $383.84 1.984 $810.81

45-49 0.861 $350.39 1.046 $424.95 2.091 $853.94

50-54 1.091 $443.09 1.222 $495.88 2.329 $949.86

55-59 1.398 $566.82 1.395 $565.61 2.607 $1,061.90

60-64 1.495 $605.91 1.495 $605.91 2.833 $1,152.98

65+ $1,068.37 (H) $1,068.37 (H) $2,021.12 (H)

(A) Per Schedule 19, Column 8 for HealthMate Direct 400.

(B) Factor to adjust monthly base rates to reflect enrollment distribution by age, gender, contract type, and product.
Factor is developed in Schedule 16, Line 32.

(C) Item (i) divided by Item (ii).

(D) Factor to convert normalized required monthly base rate to required monthly subscription rates for each
age/gender and individual/family rating category. Factors are unchanged from the previous Direct Pay rate
filing.

(E) Item (iii) times Column 1 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(F) Item (iii) times Column 3 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate (52.21 per Schedule 50, Column 3).

(G) Item (iii) times Column 5 plus family Solid Organ Transplant rate ($3.82 per Schedule 56, Column 2)
plus family Bone Marrow Transplant rate ($7.38 per Schedule 50, Column 4).

(H) Preferred (Pool I) rate for Ages 635 and over equal to Required Basic (Pool I) rate for same age category.
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AGBN-6
Schedule 13

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool )
Calculation of HealthMate Direct 2000 Required Monthly Subscription Rates
for April 1, 2008 Billing Cycle

0 Required Monthly Base Rate $299.75 (A)

(i1) Rate Tier Normalization Factor 1.0166 (B)

(iii) Normalized Required Monthly Base Rate $294.86 (C)

(1) @ &) “) C)) (6
Individual Family
Male Female Male/Female
Required Required Required
Monthly Monthly Monthly
Age Rate  Subscription Rate  Subscription Rate  Subscription
Category Factor Rate Factor Rate Factor Rate
D) E) D) ) ) G

Under 25 0.462 $139.61 0.646 $193.86 1.548 $467.64

25-29 0.511 $154.05 0.732 $219.22 1.734 $522.49

30-34 0.582 $174.99 0.870 $259.91 1.839 $553.45

35-39 0.666 $199.76 0.863 $257.84 1.941 $583.52

40-44 0.712 $213.32 0.944 $281.73 1.984 $596.20

45-49 0.861 $257.25 1.046 $311.80 2.091 $627.75

50-54 1.091 $325.07 1.222 $363.70 2.329 $697.93

55-59 1.398 $415.59 1.395 $414.71 2.607 $779.90

60-64 1.495 $444.20 1.495 $444.20 2.833 $846.54

65+ $782.53 (H) $782.53 (H) $1,481.65 (H)

(A) Per Schedule 19, Column 8 for HealthMate Direct 2000.

(B) Factor to adjust monthly base rates to reflect enrollment distribution by age, gender, contract type, and product.
Factor is developed in Schedule 16, Line 32.

(C) Item (i) divided by Item (ii).

(D) Factor to convert normalized required monthly base rate to required monthly subscription rates for each
age/gender and individual/family rating category. Factors are unchanged from the previous Direct Pay rate
filing.

(E) Item (iii) times Column 1 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(F) Item (iii) times Column 3 plus individual Solid Organ Transplant rate (§1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(G) Item (iii) times Column 5 plus family Solid Organ Transplant rate ($3.82 per Schedule 50, Column 2)
plus family Bone Marrow Transplant rate ($7.38 per Schedule 50, Column 4).

(H) Preferred (Pool II) rate for Ages 65 and over equal to Required Basic (Pool I rate for same age category.
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AGBN-6
Schedule 14

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool IT)
Calculation of HealthMate for HSA 3000 Required Monthly Subscription Rates
for April 1, 2008 Billing Cycle

@) Required Monthly Base Rate $256.60 (A)
(ii) Rate Tier Normalization Factor 1.0166 (B)
(ii1) Normalized Required Monthly Base Rate $252.41 (C)
M @ ) 4 6} (6)
Individual Family
Male Female Male/Female
Required Required Required
Monthly Monthly Monthly
Age Rate  Subscription Rate  Subscription Rate  Subscription
Category Factor Rate Factor Rate Factor Rate
) ®) ) F) ) (&)
Under 25 0.462 $119.99 0.646 $166.44 1.548 $401.93
25-29 0.511 $132.36 0.732 $188.14 1.734 $448.88
30-34 0.582 $150.28 0.870 $222.98 1.839 $475.38
35-39 0.666 $171.49 0.863 $221.21 1.941 $501.13
40-44 0.712 $183.10 0.944 $241.66 1.984 $511.98
45-49 0.861 $220.71 1.046 $267.40 2.091 $538.99
50-54 1.091 $278.76 1.222 $311.83 2.329 $599.06
55-59 1.398 $356.25 1.395 $355.49 2.607 $669.23
60-64 1.495 $380.73 1.495 $380.73 2.833 $726.28
65+ $670.36 (H) $670.36 (H) $1,269.97 (H)

(A) Per Schedule 19, Column 8 for HealthMate for HSA 3000.

(B) Factor to adjust monthly base rates to reflect enrollment distribution by age, gender, contract type, and product.
Factor is developed in Schedule 16, Line 32.

(C) Item (i) divided by Item (ii).

(D) Factor to convert normalized required monthly base rate to required monthly subscription rates for each
age/gender and individual/family rating category. Factors are unchanged from the previous Direct Pay rate
filing.

(E) Item (iii) times Column 1 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(F) Item (iii) times Column 3 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(G) Item (iii) times Column 5 plus family Solid Organ Transplant rate ($3.82 per Schedule 50, Column 2)
plus family Bone Marrow Transplant rate (§7.38 per Schedule 50, Column 4).

(H) Preferred (Pool II) rate for Ages 65 and over equal to Required Basic (Pool I) rate for same age category.
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AGBN-6
Schedule 15

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool IT)
Calculation of HealthMate for HSA 5000 Required Monthly Subscription Rates
for April 1, 2008 Billing Cycle

6] Required Monthly Base Rate $197.20 (A)

(ii) Rate Tier Normalization Factor 1.0166 (B)

(iii) Normalized Required Monthly Base Rate $193.98 (C)

(1) )] 3 @ &) (6)
Individual Family
Male Female Male/Female
Required Required Required
Monthly Monthly Monthly
Age Rate  Subscription Rate  Subscription Rate  Subscription
Category Factor Rate Factor Rate Factor Rate
) (E) D) ) D) (&)

Under 25 0.462 $93.00 0.646 $128.69 1.548 $311.48

25-29 0.511 $102.50 0.732 $145.37 1.734 $347.56

30-34 0.582 $116.28 0.870 $172.14 1.839 $367.93

35-39 0.666 $132.57 0.863 $170.78 1.941 $387.72

40-44 0.712 $141.49 0.944 $186.50 1.984 $396.06

45-49 0.861 $170.40 1.046 $206.28 2.091 $416.81

50-54 1.091 $215.01 1.222 $240.42 2.329 $462.98

55-59 1.398 $274.56 1.395 $273.98 2.607 $516.91

60-64 1.495 $293.38 1.495 $293.38 2.833 $560.75

65+ $515.98 (H) $515.98 (H) $978.60 (H)

(A) Per Schedule 19, Column 8 for HealthMate for HSA 5000.

(B) Factor to adjust monthly base rates to reflect enrollment distribution by age, gender, contract type, and product.
Factor is developed in Schedule 16, Line 32.

(C) Item (i) divided by Item (ii).

(D) Factor to convert normalized required monthly base rate to required monthly subscription rates for each
age/gender and individual/family rating category. Factors are unchanged from the previous Direct Pay rate
filing.

(E) Item (iii) times Column 1 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate ($2.21 per Schedule 50, Column 3).

(F) Item (iii) times Column 3 plus individual Solid Organ Transplant rate ($1.17 per Schedule 50, Column 1)
plus individual Bone Marrow Transplant rate (82.21 per Schedule 50, Column 3).

(G) Item (iii) times Column 5 plus family Solid Organ Transplant rate ($3.82 per Schedule 50, Column 2)
plus family Bone Marrow Transplant rate ($7.38 per Schedule 50, Column 4).

(H) Preferred (Pool II) rate for Ages 65 and over equal to Required Basic (Pool I) rate for same age category.
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Calculation of Rate Tier Normalization Factor

AGBN-6
Schedule 16

Blue Cross & Blue Shield Of Rhode Island
Class DIR Preferred Rate (Pool II)

XN R W

N CH CHCN
SENRORVIEEENEAE - Sl vl vl S ang S

3
\O

(98]
()

31.

32.

Rate Tier

Individual Male:
Individual Male:
Individual Male:
Individual Male:
Individual Male:
Individual Male:
Individual Male:
Individual Male:
Individual Male:
. Individual Female: Under 25
. Individual Female: 25-29

. Individual Female: 30-34

. Individual Female: 35-39

. Individual Female: 40-44

. Individual Female: 45-49

. Individual Female: 50-54

. Individual Female: 55-59

. Individual Female: 60-64

. Family:
. Family:
. Family:
. Family:
. Family:
. Family:
. Family:
. Family:
. Family: 60-64
. Total

Under 25
25-29
30-34
35-39
40-44
45-49
50-54
55-59
60-64

Under 25

25-29
30-34
35-39
40-44
45-49
50-54
55-59

. Rate Relativity Factor (B)

. Rate Tier and Rate Relativity
Adjusted Contract Months (C)

Rate Relativity Adjusted
Contract Months (D)

M

Rate

Factor

(A)
0.462
0.511
0.582
0.666
0.712
0.861
1.091
1.398
1.495
0.646
0.732
0.870
0.863
0.944
1.046
1.222
1.395
1.495
1.548
1.734
1.839
1.941
1.984
2.091
2.329
2.607
2.833

Rate Tier Normalization Factor (E)

2) 3 4 (%)
Base Period Contract Months
HealthMate  HealthMate  HealthMate  HealthMate

Direct Direct for HSA for HSA
400 2000 3000 5000
3,275 1,082 2,151 240
2,755 637 1,777 217
1,248 269 609 112
1,346 228 629 92
1,365 304 587 129
1,233 266 762 258
998 325 633 305
564 269 484 287
454 105 219 113
1,881 1,039 1,410 201
1,601 745 1,013 274
742 290 367 108
671 311 429 154
789 272 550 151
779 201 675 158
715 321 570 195
750 259 527 243
775 219 715 219
33 10 8 8
176 35 79 15
434 196 167 29
868 381 281 56
891 397 403 113
736 325 542 183
604 231 349 79
277 90 315 127
194 96 80 33
26,154 8,903 16,331 4,101

23,141

23,094

6,098

5,751

(A) Factors are unchanged from the previous Direct Pay rate filing.
(B) Per Schedule 19, Column 3.
(C) The sum of the products of Column I and Columns 2 through 5 times the Rate Relativity Factor (Line 29) for each respective
insurance product.

(D) Line 28 times Line 29.

(E) Line 30 divided by Line 31.
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9,018

9,031

2,021

1,743

(©)

Total

55,489

40,278

39,619

1.0166
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AGBN-6
Schedule 50

Blue Cross and Blue Shield of Rhode Island
Class DIR Basic Rate (Pool I) and Preferred Rate (Pool II)

Organ Transplant
Calculation of Required Monthly Subscription Rates

M @) 3) “
Solid Organ Transplant Bone Marrow Transplant
Individual Family Individual Family
1. Calendar 2008 at 90% Reinsurance Capitation $1.0200 $3.3200 $1.9200 $6.4200
per Contract Month (A)
2. Calendar Year 2008 at 10% for Blue Cross $0.1133 $0.3689 $0.2133 $0.7133
Incurred Claims Expense per Contract Month (B)
3. Total Calendar Year 2008 Capitation / Incurred $1.1333 $3.6889 $2.1333 $7.1333
Claims Expense per Contract Month (C)
4. Composite Projection Factor 1.0250 (H) 1.0250 (H) 1.0250 (I) 1.0250 (D)
5. Rate Period Capitation / Incurred Claims $1.1616 $3.7811 $2.1866 $7.3116
Expense per Contract Month (D)
6. Investment Income Credit per Contract Month (E) ($0.0023) ($0.0076) ($0.0044)  ($0.0146)

7. Reserve Contribution / Federal Tax Liability / State Premium Tax
Assessment/ New System Component per Contract Month (F)

8. Required Monthly Subscription $1.17 $3.82 $2.21 $7.38
Income per Contract Month (G)

(A) From BCS Insurance Company.

(B) Estimated Blue Cross incurred claims expense per contract month: (Line 1 divided by 0.90) minus Line 1.

(C) Line 1 plus Line 2.

(D) Line 3 times Line 4.

(E) Reduction of required subscription income per contract month due to anticipated return on invested funds.
Assumed to be 0.20% of rate period capitation/incurred claims expense (Line 5 times -0.0020).

ium tax éssessment ((Line s plus. Lme 6) dmded by 989) minus (Line 5 plus Line 6).

(G) Sum of Lines 5 through 7, rounded to the nearest cent.

(H) Per Schedule 51, Column 2.

(I) Per Schedule 51, Column 3.
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